rxchange 


A MAGAZINE OF THE FINANCIAL COMMUNITY 10c A COPY 


February, 1941 





ee ee 8 ee 


Operating Costs 
Of Member Firms 
Analyzed 










=. 


* 


New Device, 


BRS Rll mie sia: 


a Old Incentive In 
i, Block Stock Sales 


ve 


Stock Exchange’s 





Tee aerd 


Financial Report 
For 1940 


* 
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s Letters to the editor, in whole or in part, are presented here as a contribution to current 


_— discussion of investment, economic and general financial subjects of public interest. 
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NEW YORK CITY 


These are the common stocks which | 
have held for eight years. (The list con 
sisted of two public utilities, a food com 
pany issue, a chemical issue and a beverage 
stock, with an average yield at about cur 
rent prices of more than 51 per cent.) Of 
course I was fortunate in buying at a time 
when prices were aflected severely by hard 
times, but in only the case of one of the 
utility stocks have I needed to WOrry about 
dividends and this one never stopped pay 
ing, although the amount was reduced. | 
mention my investments just to introduce 
a little cheer into a situation where so many 
people appear to be depressed about stocks. 
Stocks have done well for me and would 
for others, too, if they'd forget about price 
rises and falls and buy carefully for divi 


dends. (Mrs.) O.S.R. 


SAVANNAH, GA. 


. . « Commissions, always talking about 
brokerage commissions. Isn't there some 
way to settle this question on a mathemati 
cal basis, in relation to overheads and gross 
business? I like to read news and comment 
about the Stock Exchange and Wall Street, 
but recurrent, indecisive discussions about 


commissions are beginning to make me ill. 


B. E. N. 


MIAMI, FLA. 


The January issue of the magazine fol 
lowed me down here, and because I have 
time on my hands, it was read more care 
fully usual. Take the article about 
redistribution of capital being effected by 


than 


heavy sales of stocks outside the Exchange: 


it seems to me the subject was treated rather 
skimpily. Of course, to divide stocks now 
held by a few among a lot of people ought 
to result in more buying and selling on the 
Exchange, but what I'd like to know is why 
this output of secondary deals has broken 
out in such a rash this Winter? Is it an indi- 
cation that a flock of big (and presumably 
wise) holders are unloading? The correct 
answer would be a profitable thing to have. 


P.O. S. 


LINCOLN, NES. 


A topic trequently discussed in your 
magazine is the development of modern 
merchandising methods for brokers. Judg- 
ing from trading volume in recent years, it 
appears that, despite whatever efforts may 
have been made, no successful “sales for 
mula” has yet been developed for the 
brokerage business. 

But what chance would any merchandis 
ing plan, however sound it may be, have in 
the brokerage feld? 

I am thinking of the facts disclosed in an 
article published in a national weekly under 
the title, “Why Money Is Out of Work.” 
In briet, this article pointed out the tax 
load which the successful investor must 
bear. The capital gains tax may not be 
“headline news” at a time when all sorts 
of new taxes are being proposed to help 
finance national defense, but perhaps some 
day it will need a lot of explaining on the 
part of administration officials, like the un- 
distributed profits tax back in 1937. 

I would be interested in seeing some dis 


cussion on this subject in your magazine. 


B. M. J. 


Editor’s Note: If we can uncover any worthwhile 
addition to the article to which Mr. B. M. J. refers 
(evidently the one in Collier's, February 2 


2) you 
may be sure that we will print it in these colt 


WINSTON-SALEM, N. C. 


Several months ago I noted among the 
letters you print a suggestion from an ad 
vertising man that THe Excuance publish 
paid advertisements in order to impart 
more of a general magazine tone to your 
paper. I would like to join in with that idea. 
The January issue was, in my opinion, the 
best you have put out so far — only it was 
too solidly straight articles, not broken up 
enough by advertisements to suit my eye. 


MOE. fi 


Editor’s Note: Mr. M. T. J.’s suggestion is one of 
many to be received of the same tenor. We shall 
take this opportunity to inform him and other sup 
porters of advertising in order to “dress” a publi 
cation in the modern way that THe Excuancr’s 
columns will shortly be opened to a limited amount 
of paid space. 


BALTIMORE, MD. 


... For my part, I prefer to buy Stock 
Exchange listed securities through the med 
ium of a definite plan, calling for the pay 
ment into an investment fund of stated 
amounts each month. The fees charged by 
such funds may be high, as has often been 
maintained, but compounding of income 
plus the necessity of sticking to a program 
are, In my opinion, worth paying something 
for. The discipline of periodic payments is 
.. The chief drawback to 
my long-range intentions is the sluggish 


a good thing. . 


state of stocks. If they would only rise and 
help my invested principal to grow, I would 
be satisfied. Anyway, listed stocks are the 
L. M. 


ones tor me. 
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What Constitutes a GOOD Investment? 


ABELS often fascinate analysts of 
securities, but they may handicap 
the investor. “A business man’s invest- 
ment”... “a semi-speculative invest- 
ment”... “rated BB”... “for the con- 
servative holder”... and so on, with 
supporting figures from balance sheet 
and income account which are illumi- 
nating but not always productive of a 
confident decision by individuals with 
money to invest for income. 

And time was— not so long ago— 
when “equities” were casually grouped 
as speculations. 

Setting labels aside, and considering 
income and yield primarily, some ele- 
ments of surprise are contained in the 
article to be found on the next page. At 
a time when fixed-interest securities of 
corporations return the holder from 2% 
to 4 per cent, and savings bank divi- 
dends have generally levelled off to a 
2 per cent maximum, the r1g4o yields of 
common stocks listed on the New York 
Stock Exchange stand out like a bright 
beacon. 

The average yield of the 829 listed 
issues, including the non-dividend pay- 
ers, Was 5.7 per cent. But this figure is 
merely an introduction to a_ broader 


perspective. Over the eleven depression 
years from 1930 to 1940, inclusive, the 
entire list of common stocks on the 
board has yielded an average of very 
nearly 5 per cent. During this period, 
around 240 common stocks, or nearly 30 
per cent of the number listed at present, 
paid cash dividends every year. 

Breaking down the statistics contained 
in the table by industrial groups, which 
appears on page 14, the following im- 
pressive facts are disclosed: 

Sixty-nine per cent of the listed public 
utilities paid dividends last year. 

Nearly half of the listed railroad com- 
mon stocks were dividend payers, and 
the average yield on this group was 6 
per cent. 

It is worth reiterating, in considering 
these “underprivileged” properties, that 
both dividend payers and non-payers 
are included in arriving at yield averages. 

A yield of 5.8 per cent on listed public 
utilities in 1940 must startle the pessi- 
mists who, five or six years ago, predict- 
ed that government encroachment upon 
the utility field would make private in- 
vestments worthless. 

By and large, the owners of carefully 


selected listed common stocks received 


proftable returns in 1g4go. Distribution 
of $2,098,g52,000 to stockholders brought 
necessities and comforts to millions of 
people. 

These facts should exert a broad influ- 
ence in offsetting sentiment which, early 
in 1940, leaned toward dire results from 
prospective increases of taxation, rising 
manufacturing costs and shrunken mar 
kets for many kinds of goods. 

Past records show that strong corpora- 
tions are usually able to attain a reason- 
able profit above costs and taxes, pro- 
vided that production be maintained at 
a high level. Active plant operations are 
the order of the day. Industry, at the 
same time, is facing taxation schedules in 
connection with military defense re- 
quirements which are not fully measur- 
able. These intangibles are being taken 
into account by seasoned investors in 
listed common stocks. 

While these statistics do not afford a 
complete answer to the question con- 
tained in the headline, they are signifi- 
cant to any discussion of the subject. So 
realistic a view of listed equities arouses 
wonder that —in this instance particu- 
larly — substantial yields are available, 


yet attract small public attention. 








‘2. 435,000,000 


TO HOLDERS OF NEW YORK STOCK EXCHANGE LISTED STOCKS 


As interest rates on bank deposits and bond issues seek 
lower levels, what is equity capital earning? 

More New York Stock Exchange listed companies than 
ever before in the history of the Exchange distributed cash 
dividends in 1940 and common stocks yielded an average of 
5-7 per cent — a record high for the past eight years. 

This return compares with an average yield of 4.8 per cent 
in 193g and hasn’t been matched since 1932, when Chrysler 
sold as low as 5, United States Steel at 2114 and American 


Telephone and Telegraph at 70'4. 


The yield figure applies to the entire common stock list 
and includes in the totals both the issues that did not pay 
dividends as well as those that did. It is based on average 


market values during the year. 


Cash dividends on common. stocks 
amounted to $2,098,952,388 and on pre- 


ferred issues to $336,381,414, giving a 


grand total of $2,435,333,802. This rep- 
resents an increase of 13 per cent over 
disbursements in 1939 and, excepting 
1937, is the highest for any of the past 
The 


roughly parallel the higher corporate 


nine years. gains in dividends 
earnings; the first 103 of these companies 
to report for 1940 show an average in- 


crease of 9.1 per cent in net income. 


Number of Stocks Yielding Dividends 


Dividends were paid during the year 
on 577, or 69.6 per cent, of all common 


stocks listed on the New York Stock 





CUSHING 


Exchange, and on 299, or 74.6 per cent, 
of the preferred issues. 

Yields were highest, as shown by the 
table on page 14, in the following indus- 
trial groups: garment manufacturing, 
amusement industry, foreign companies, 
finance, mining, shipbuilding and oper- 
ating, and automobile and accessory 
manufacturers. These groups all showed 


yields of more than 7 per cent. 


Changes from 1939 


Compared with results in 1939, the 
most significant changes are the disap- 
pearance of the leather and boot manu- 
facturers, the tobacco industry, and the 


public utilities from among the yield 





The number of listed common stocks paying dividends has never been less than 
485 at any time during the past five years. 


cOM MON issues 


ADDITIONAL FACTS ABOUT 
ON THE NEW YORK 


More than 240 listed common stocks have paid dividends in every year since 1930. 


In three of the past five years, cash dividends on listed common stocks have 
amounted to more than $2,000,000,000 annually. 


Over the eleven years 1930 to 1940, inclusive, common stocks on the New York 
Stock Exchange yielded an average of 4.9 per cent. This figure includes all 
those that did not pay dividends, as well as those that did. 


COMMON STOCKS LISTED 
STOCK EXCHANGE 








leaders; and the rise of the amusement 
industry and foreign companies to a 
more prominent position. 

The groups which were displaced each 
showed a higher yield in 1940 than in 
1939, but gains were sharper in some of 
the other industries. The foreign com- 
panies consist mostly of concerns oper- 
ating in the Western Hemisphere, which 
partially explains how this rise was 
possible. 

With the exception of “land and 
realty,” no group showed an average 
return of less than 4.4 per cent. Twenty- 
four of the total of twenty-nine indus- 


trial groups yielded 5 per cent or more. 


Distribution of Dividend-Payers 

The highest proportion of dividend- 
payers was in the business and office 
equipment group, in which all nine list- 
ed companies made disbursements — 
record which this group has maintained 
consistently throughout the past five 
years. Dividend-payers in some other 
groups numbered 17 of a total of 19 
listed tobacco companies; 32 of 37 pet- 
roleum, 24 of 28 financial, and 56 of 67 


chemical companies. 


(continued on page 14) 
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OBSERVER OF BLOCK STOCK SALES 
OUTSIDE THE EXCHANGE FINDS 
NEW DEVICE, OLD INCENTIVE 





By B. H. McCormack Financia NEWS COMMENTATOR 


THE WALL STREET JOURNAL 


“Secondary distribution!” 

That’s a phrase to make the heart of 
any floor member of the New York 
Stock Exchange skip a beat. It means — 
in most cases, where NYSE stocks are 
being so distributed — that just so much 
business is not passing through the Ex- 
change. It means that there are sellers of 
Big Board listed stocks and that there 
are buyers of those stocks and that they 
are not being brought together—through 
their brokers —on the floor of the Ex- 
change. 

Why? 

To answer this is to come pretty close 
to defining a secondary distribution. For 
the purpose of this discussion, a second- 
ary distribution is the sale over-the- 
counter of a block of stock formerly sold 
as a primary distribution and now listed 
on an exchange—let’s say the New York 
Stock Exchange. 

Why, then, can’t this block be distrib- 
uted through the regular Exchange 
mechanism ? 

Suppose you are the owner of 100,000 
shares of U. S. Steel. Of a sudden one 
day the manager of that plant you own 
up in Connecticut lets you know that if 
you can triple the size of it in the next 
three months you can get enough de- 
fense orders to keep it busy for at least 
two years. Sounds swell. But you'll need 
about $5,000,000. 


So you decide to pull out that much 


from your long investment in U. S. Steel. 
You take a look at the market. It’s in the 
60's. And you note that around 8,000 
shares a day have been changing hands. 
And you say to yourself: “If I could get 
rid of 500 shares a day in that market I'd 
be lucky.” And at that rate it would take 
200 business days to liquidate the 100,000 
shares. 

So you call your broker and ask: 
“What can I do?” And he says: “That's 
easy. We'll have a secondary distribu- 
tion and you'll get two points under 
market.” And at first you think that’s a 
heck of a note to have to lose those two 
points and then you think maybe you'd 
lose a lot more if you took the better part 
of a year to sell this stock. Besides you 
want the money now. And so you say: 
“Go to it!” 


Thus a secondary distribution is born. 


Principal Sources 


As a matter of fact most of those dis- 
tributions are coming either from the 
British government, liquidating the 
holdings of stocks taken over from Brit- 
ish citizens, or from large estates which 
want to raise cash for tax purposes or 
which want to make shifts in their se- 
curities. 

Why is it that the broker-underwriter 
(or exclusively an underwriter, for that 
matter) can find buyers for this 100,000 


shares of Steel — or, if you prefer an ac- 


tual example, 500,000 shares of Standard 
Oil Co. (NJ.)? No matter how many 
people you question on this point you 
come back to the same fundamental an- 
swer. It’s the old profit motive at work, 
and the salesmanship it inspires. 

Take that secondary distribution re- 
cently of 500,000 shares of Standard Oil 
Co. (NJ.). The underwriters had a 
point and a half —$150 per hundred 
shares — in which to compensate them- 
selves, split with the selling group and 
pay the salesmen. This was in addition to 
16 cents a share to the firm which ar- 
ranged the deal. 


The total of these items compares with 





B. H. McCormack 


$16 per hundred shares which a commis- 
sion firm would have obtained from 
handling a transaction on the floor. 

Some difference! 

Look at a secondary distribution from 
the point of view of the customers’ 
broker. For a sale of 100 shares of “A” 
stock on the floor he would receive a 
commission credit of $27. For selling the 
same number of shares of the same stock 
over the counter in a secondary distribu- 
tion he would receive a commission 
credit of, say, $8o. It’s no more than natu- 
ral to expect him to “push home the sale” 
as a secondary distribution, whereas he 
might not exert such effort for a com 
mission sale. 


There’s an important” psychological 


i 
~) 








factor, too, in the fact that in a secondary 
distribution the firms, and therefore the 
salesmen, have the stock on hand. They 
have goods in their hands to be sold. It 
it is not sold it is left on their shelves and 
may so depreciate in market value as to 
cause the firm a substantial loss. 

This is markedly different from the 
fact that customers’ brokers are offering 
a service—the floor of the Exchange as a 
meeting place for buyers and sellers. It’s 
true, of course, that they make an effort 
in many ways to attract buyers and sell- 
ers of securities. But when the goods are 
on hand the pressure naturally is much 
vreater. 

As a result of the rapid growth in the 
past few months of these secondary dis- 
tributions many men who served strictly 
as customers’ brokers are now serving in 
the dual capacity of customers’ broker- 
security salesmen. This applies to those 
firms formerly operating entirely or al- 
most entirely as commission houses but 
which, with business so bad on the Ex- 
change, have become participants in the 
secondary distributions to pick up some 


money and to maintain their staffs. 


Few Primary Distributions 


Here are firms used to arranging 
primary distribution deals in millions of 
shares. But the answer, of course, is that 
those deals are few and far between. 
There isn’t enough business for the ma- 
chinery that is set up. Not right now, 
anyway. So when 20,000 shares, or 30,000 
shares, or 40,000 shares come along it’s a 
chance to pick up some income. Not 
much, compared with a major primary 
distribution, but enough to help pay ex- 
penses. 

If there were a steady and substantial 
flow of new capital into industry through 
offering of new securities this problem 
of secondary distributions would fade 
away overnight. 

The fact that there are so many sec- 
ondary distributions appears to be due 
r investment 


to. the ggressiveness of 


bankers, hard put to make a dollar, in 


running down blocks of stock to be dis- 
tributed. They are working overtime a 
device which is relatively new in the se- 
curities markets. 

That Stock Exchange officials are fully 
aware of its importance is evidenced by 
the fact that a study is under way to see 
if this secondary distribution business 
cannot be brought on to the floor of the 
Exchange. How? That's the problem. 
Perhaps it would mean the development 
of a wholesaler’s or jobber’s market, 
alongside the regular retail market. Per- 
haps revisions in the securities laws or in 
the Exchange’s own rules would be re- 
quired. Perhaps it would necessitate 
changes in commission charges. 

It's a knotty problem and one that 
can't be solved overnight. 

The secondary distribution, when you 
try to analyze it, seems to add up to noth- 
ing more than a legalized pool. Back in 
the pre-SEC days of manipulated stock 
markets there were good pools and bad 
pools. It could be said that a pool or- 
ganized solely for the purpose of buying 
up a large block of some stock, running 
up the price, and then selling to the pub- 
lic was a bad pool. The security laws pre- 
vent that. If, on the other hand, a group 
got together to take a block of stock 
from some estate to liquidate it over a 
period, and if it did so with the least pos- 
sible disturbance to the market, that 


could be said to be a good pool. 


From Few Owners to Many 


Secondary distributions do just that. 
They take large blocks of stock and dis- 
tribute them among many owners. 
Sometimes they are liquidated quickly; 
sometimes it takes days; sometimes 
much longer; sometimes those partici- 
pating in the underwriting like to hold 
on to some of the stock they take, look- 
ing for future profits. 

The fact that the British, shortly after 
their war with Germany began, started 
the liquidation of about a billion dollars 
of American securities has probably been 


the greatest contributing factor to this 


new securities distribution device. Many 
houses which never before engaged in 
such operations now take them as a mat- 
ter of course. And that, in turn, has en- 
couraged many of these firms to look for 
estate blocks they could handle. 

Where does this all end? 

That’s a tough one. No answer has 
been found. British liquidation can’t go 
on forever. There’s no doubt that estates 
are becoming fewer—and smaller. And 
there is always the possibility of a long- 
hoped-for pick up in the flow of new 
capital, releasing energies now devoted 
to secondary distributions to primary dis- 
tributions. 

All of this is of scant solace to the floor 
broker and the commission house which 
are not joining in the secondary distribu- 
tion. For the short-term outlook this is 


reason for pessimism. 


Outlook over Long Term 


But for the longer pull two things can 
be learned from these secondary distribu- 
tions. 

One: A number of large blocks of 
stocks are being broken up into small 
bits, put into many different hands and 
they will find their way back across the 
floor of the Exchange. In other words, 
this means future business. 

Two: That those engaged in_ sec- 
ondary distributions have been so suc- 
cessful in finding buyers for these mil- 
lions of shares already distributed in this 
way clearly confirms the presence in this 
country of lots of money willing to be in- 
vested in stocks. The Exchange's prob- 
lem is to find ways of getting these peo- 
ple actively interested in putting that 
money to work. That’s a job of merchan- 
dising the services of the world’s fore- 
most securities market. 

It’s an even more important job. At a 
time when private enterprise the world 
over is challenged with the most severe 
threat of its history there is a deeper rea- 
son to see that the heart of the capitalist 
system—the financial nerve center—be 


kept alive and functioning. 
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OPERATING COSTS OF 
MEMBER FIRMS ANALYZED 





By RALPH E. CASE 
STEVENSON, JORDAN AND HARRISON 


MANAGEMENT ENGINEERS 


O assist brokerage houses in their 

analyses of operating expenses, a cost 
study has been made of the operations 
of some twenty-five member firms. The 
study, which covers the six-months per- 
iod of January 1 to June 30, 1940, is set 
up on a comparative basis and has as its 
broad objective the establishment of a 
means by which members may investi- 
gate their individual costs and compare 
them with average figures for other firms 
of about equal size which conduct a 
somewhat similar business. Copies of the 
report of the study have been made avail- 
able to member firms. 

With operating costs presented on a 
“yardstick” basis, it is hoped that the at- 
tention of members may be directed to 
any variations which their costs show 
from the averages and that means of ef- 
fecting needed economies will be sug- 
gested. 


The study also serves to illustrate the 





AVERAGE COSTS 
STOCK, BOND & COMMODITY COMMISSION BUSINESS 


Salaries and Wages ee 
(Including Producers & Partners) 
Floor Brokerage & Commission Paid . 

Communication Expense 
General Office Expense 

Total Operating Expenses 

Gross Income . eda sae a 
Net Loss on Commission Business . 
Interest Profit on Margin Accounts . 


Total Net Profit . 


fast-changing conditions in brokerage ac- 
tivity, as comparisons may be made with 
an earlier survey showing operating costs 
for the year 1938. The 1938 survey, which 
was predicated largely on the main- 
tenance of a million-share level of trad- 
ing, concluded with the following state- 
ment: “While an exceptionally well-run 
firm can earn a satisfactory profit at the 
million-share level, the average firm does 
not show an adequate return on the capi- 
tal required to operate the business.” 
How essential it is to keep cost in- 
formation current is seen from the man- 
ner in which this previous survey already 
has become outmoded. An average level 
of a million shares a day does not now 
appear nearly as reasonable of attain- 
ment as it did two years ago. A few firms 
have indicated that they are now gear- 
ing their operations to a continuing trad- 
ing level as low as 400,000 shares a day, 


while higher expectations seem to aver- 


Dollars Per 
Transaction 


Per cent 
of Income 


55.1% $4.68 
yA 2.23 
11.3 1.07 
22.0 1.83 
110.1% $9.81 
100.0 7.36 
(10.1%) ($2.45) 
15.5 2.63 
5.4% $0.18 
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age approximately $00,000 shares daily. 
Profits from interest on margin ac- 
counts heretofore an important source 
of income — also have definitely declined 
in the past two years due to reduced 
rates of interest, the withdrawal of debit 
balances, and the general decrease in 
trading volume. Comparisons between 
average firms show a decline of 39 per 
cent in profits from this source of reve 
nue within the past two years. 
Conditions such as these, as they apply 
today, are revealed in realistic fashion in 
the latest survey, which covers the opera- 
tions of 18 commission firms — 5 large, 
10 of medium size, and 3 small — also 3 
bond houses and 4 specialist firms. Re- 
sults have been grouped both according 
to the size of the firm and the type of 


business conducted. 


Cost per Transaction 


Costs are expressed in two ways: — as 
a percentage of dollars of gross income, 
and as the cost for handling a transac- 
tion. 

The first method is in general use and 
requires no explanation. In determining 
costs on the second basis, all transactions 
are considered as requiring approxi- 
mately equal amounts of effort and ex- 
pense, regardless of the size of the trans- 


action or whether it is wholly executed 


Yt 








by the firm or through another member 
house. This basis was nominated by 
members as being a more useful yard- 
stick than a cost-per-share, cost-per-bond 
or an “equivalent transaction” figure. 
By transaction is meant a buy or sell 
order executed as a single deal on an ex- 
change and appearing on the firm’s 
books usually as a blotter line. Orders in- 
volving blocks of securities may appear 
as One Or More transactions, depending 
upon whether the block was handled in 


one or several operations. 


Average Costs Shown 
Average costs for the entire group of 
twenty-five firms, computed on both 
bases, are shown in the table on page 5. 
In gauging probable results for a more 
recent period, allowance must be made 


for the lower volume of trading in the 


by the survey the twenty-five firms also 
showed an average decline of 10.7 per 
accounts with 


cent in the number of 


position. 


Costs for Individual Firms 


Among the individual firms, the aver- 
age cost per transaction varies widely, 
ranging from $2.95 to $21.59 for stocks, 
from $2.98 to $16.99 for bonds, and from 
$2.87 to $44.58 for commodities. 

Some items of this expense, such as 


salaries and wages of back office person- 


-nel, show a close correlation to the num- 


ber of transactions. It therefore has been 
possible to plot them as a fixed overhead 
for each department, plus a variable cost 
per transaction. 

Thus the fixed overhead chargeable to 
commission business in stocks averages 


$10,000 a month for the five large firms, 





Order Room of a Brokerage House 


second half ot 1Q4o. Reported volume 
Was 126,966,815 shares and $844,424,000 
par value of bonds in the first six months, 
and $0,632,934 shares and $825,014,000 
par value of bonds in the second half. 
The decline in share volume amounted 
lo 33 per cent. 


Merely within the six months covered 


6 


plus a variable cost amounting to $1.35 
per stock transaction. For the remaining 
commission houses and the bond firms 
the fixed overhead averages $1,250 a 
month, plus a variable cost of $1.45 per 
stock transaction. The average for the 
specialist firms is $500 a month, plus a 


variable of $0.80 per stock transaction. 


In the business-producing department, 
the costs of customers’ brokers, salesmen, 
traders, branch office managers (acting 
as producers) and arbitrageurs are ex- 
pressed as a percentage of the income 
which they originate. On commission 
business in stocks these producers receive 
in salaries an amount equal on the aver- 
age to 30.4 per cent of the income for 
which they are responsible. On bond 
business the average is 36.1 per cent; in 
commodities, 25.5 per cent; for trading, 
36.1 per cent. 

The average for all types of commis- 
sion business is approximately 30. per 
cent. 

These ratios do not include compensa- 
tion of partners serving as producers, nor 
of semi-producers such as statisticians, 
market counselors, and statistical service 
employees. These have been computed 
separately in the report, due mainly to 
the widely varying conditions existing in 
the various member firms. Estimates of 
their costs are included, in the subdivi- 
sion, “Salaries and Wages,” in the table 


on page 5. 


Permanent Value to Some Phases 


These examples serve to illustrate, in 
a general manner, the ground covered 
by the study. While some of its qualities 
are transient, others of a lasting nature 
have been developed. Among these are: 
(1) Uniform methods and procedures 
are set up so that each member may 
compare his expenses with costs that are 
normal for firms of the same size and 
general character as his; (2) Opportuni- 
ties for economies are suggested which 
should be studied and adopted wherever 
practicable; (3) It is shown that certain 
firms have suffered less severely than 
others, because they have shed some of 
the burden of excess facilities. 

Copies of the report have been made 
available to members, as has been point- 
ed out. In so far as possible, we will be 
at the service of the membership to assist 
in explaining its details and the method 


of its application. 
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STOCK EXCHANGE 


To TrHeE MEMBERS OF THE EXCHANGE:- 
f 


ts 


Consolidated financial statements 


the New York Stock Exchange and 


athliated companies for 1940, together 
with a consolidated balance sheet as of 
December 31, 1940, are presented here- 
with. Analysis of those statements  re- 
veals certain significant facts which 
deserve comment, for example: 

With the volume of transactions in 
iggo at the lowest level in 19 years and 
with gross income showing a decrease of 
$246,816 as compared with 1939, the Ex- 
change, through continuing economies, 
reduced its expenses last year by $461,956. 
The total reported stock volume in 1940 
Was 207,599,749 as compared with 262,- 
029,599 in 1939 and 297,406,722 shares in 
Ig35 

The 1940 net operating loss of $275,- 
301.97 compares with a net operating 
loss in 1939 of $490,441.74. 

The cash loss of the Exchange and 
its afhliates from operations during 1940 
Was — itely $43,000. This result 
is arrived at by including $232,000 of 
initiation bec received in 1g4o and treat- 
ed as capital contributions. 


Salaries and wages amounting to 


CONSOLIDATED STATEMENTS OF INCOME 
AND EXPENSES 


New York Stock Exchange e New York Stock Exchange Building Company 
New York Quotation Company e Stock Clearing Corporation 
“New York Stock Exchange Safe Deposit Co. « 39 Broad Street Corporation 


INCOME FROM MEMBERS OR THEIR ‘ieee wanna 


FIRMS: Dec, 31, 1940) Dee. 31, 1939 
Membership dues . $1.375.000.00 — $1,375.000.00 
284,779.23 OLLOLA3 
870,005.30 1,081,947.92 
136,424.93 184,954.98 
311,119.18 350,189.03 


Telephone spaces and other Sie ¢ hana ges. 

Stock Clearing Corporation charges 

Stock and bond ticker service 

Quotation service oe 2 ; eo % 
Branch office, partnership application, registered em- 


ployee and wire connection fees . 153,210.00 128,020.00 
13.403.12 19,022.24 


$3,743.941.76 $4,050.145.60 


Fines and powers of attorney 


INCOME FROM OTHERS OR NOT 
ENTIRELY FROM MEMBERS 
OR THEIR FIRMS: 


Rents, including light and power .. 2... 8 520,267.11 S$) 583,705.88 
Stock Clearing Corporation charges $2,800.00 $1,800.00 
Ticker, Trans-Lux and Teleregister 174,703.84 pens 
Subscriptions, services, ete. . 14,155.76 12,744.7 

Listing fees . 195.376.67 387,855. . 
Interest, discounts . 11,882.17 17,046.92 
Miscellaneous 17.748.45 72,854.09 


$1.346,934.00 $1.287.546.54 


GROSS INCOME $5.090.875.76 $5,337.692.14 


EXPENSES: 
Salaries and wages $3,345,.207.11  $3,578.687.40 
286,466.87 283,975.39 
121,678.30 141,965.52 
242,116.49 282,987.29 
140,791.28 179,460.35 
616,621.42 617,753.49 

Miscellaneous taxes . . . . ..... - 51,154.74 (eee 4 ee 

133,299.65 158,006.38 

101,732.81 129,341.62 

219,381.99 296,83 1.8 

$1,165.00 27.140.00 
19,802.92 28,667.23 


Employees’ insurance, annuities, ete. 
Social security and unemployment taxes . 
Building, light, heat, maintenance, ete. 
LO ne 

Real estates taxes . 


Printing, stationery, postage, ete. 

e 3 = 

Telephone and telegraph . 
= 

Legal and other professional services . 

Committee fees 


Insurance 


Rents and accounts ¢ siiblade ge am off . a ee ee 513.96 2,305.86 
Weceneeene | SSS Ue Om Om $6,245.19 23,189.83 
TOTAL $5.366.177.73 $5.828,133.88 


EXCESS OF EXPENSES (EXCLUDING 
DEPRECIATION) OVER INCOME... § 275,301.97 S 490,441.74 
Depreciation —— 620,446.09 694,725.70 
Loss on sale of securities 2... 2. 0. 2,679.71 1,205.79 
Loss resulting from liquidation 
Exchange Court Corporation stock : 79,920.00 
LOSS FOR THE YEAR be ow we ~er Co & ww OP CR $1,149,373.23 
In Liquidation 











$3,345,207.11 in 1940 represented, as usu- plained by a change in the method of 


al, the largest item of expense, or 62 per — recording employees’ dismissal wages, 
cent of total operating costs; this com- — with a corresponding change in the item 
pares with $3,578,687.40 in 1939. “Employees” insurance, annuities, etc.”) 


The Tax Burden 
Real estate taxes, the largest item of 


(The total of salaries and wages 
shown in the report for 1939 was $3,618,- 


634.08. The apparent discrepancy is ex- expense after salaries and wages, ab 































sorbed $616,621.42, or only about $1,000 
less than the year before. For every $4.25 
of payroll, an additional $1.00 was paid 
out by the Exchange and its affiliates in 
the form of taxes, and this, it should be 
noted, in a year when the consolidated 
net loss, including depreciation, amount- 
ed to $981,348.37. 
Salary Payments 

The annual rate of salary and wage 
payments prevailing at the end of 1940 
is compared in the following table with 
the annual rate at the end of 1939, 1938 


and 1927: 
Si Indicated 


Reduction 


Dec. 31, 1940 $3,104,029 $229,902 
Dec. 31, 1939 3,433,931 158,487 
Dec. 31, 1928 3.592.418 667,258 
Dec. 31, 1937 4,259,676 


Number of Employees 

In the table shown below, the total 
number of active employees of the Ex- 
change and afhliates at the close of 1940 
is compared with the total number on 
the payroll at the end of 1939, 1938 and 
1937. 

The total number of active employees 
on the payroll of the Stock Exchange and 
afhliates on February 20, 1941, Was a re- 
duction of 120 from the total number as 


of December 31, 1940. 





ASSETS 


oO See oe eae ae? 
Accounts Receivable from Members or Their Firms 
Accounts Receivable, Other . 

Loans to Employees 

Miscellaneous Securities . 

Prepaid Taxes, Insurance, etc. . 


Cash Deposited in Special Funds (Contra) : 
Stock Clearing Corp. Clearing Fund : 
Stock Clearing Corp. Mark to Market Deposits, ete. 
Proceeds of Sales of Memberships . 


Bonds Deposited under Franchise, at Cost 
(Market value $25,100.00 Dee. 31, 1940) 
Fixed Assets (See footnote) : 
Land a er 
Buildings and Improvements . 
Furniture, Fixtures and Equipment . 
Ticker Equipment 


Less Reserve for Depreciation 


FOOTNOTE: 


Dec. 31, 1940 
$ 2,262,829.81 
389,416.11 
73.325.56 
8,164.33 
43,962.50 
443,793.59 

$ 3,221,491.90 


$10,767,500.00 
17,560.86 
229,008 22 


$11,014,069.08 





$21,125.00 


$10,428,952.20 
19,619,574.37 
384,306.58 
_1,186,696.29 
$31,619,529.44 
9,327,121.71 
$22,292,407.73 
$36,549,093,71 


Dec. 31, 1939 
$ 2,340,111.40 
$48,153.98 
93,785.92 
9,925.39 
71,407.50 
$10,616.58 

$ 3,334,000.77 


$11,267.500.00 
297,866.90 
187,182.51 
$11,752,549.41 


S$ 21,125.00 


$10,428,952.20 
19,789,814.33 
194,774.03 
1,373,329.94 
$32,086,870.50 
9,108,670.91 


$22,978,199.59 


$38,085,874.77 


CONSOLIDATED B/ 


NEW YORK STOCK EXCHANGE . NE\ 
NEW YORK QUOTATION COMPANy 
*NEW YORK STOCK EXCHANGE SAFE DEPOSIT COMPaANy 


» STC 
» 391 


fatto 


The amount stated for fixed assets is book value, based mainly upon cost 
and new construction has been capitalized: the allocation of costs be 
ing requirements for tax purposes. The amount stated does not represe 


To THE 


MEMBERS OF THE NEw YorK STOCK EXCHANGE: 


We have audited the books of the New York Stock Exchange and its 
transactions therein recorded to be satisfactorily supported by evidenc 
analysis of changes in capital investment of the Exchange and balance s 
results of the operations of the Exchange and its subsidiaries during the 
Joun | Cote, 

















NUMBER OF EMPLOYEES OF STOCK EXCHANGE AND AFFILIATED COMPANIES 


j/ ) , . * 
[37 12/31/38 12/31/39 12/31/40 From 1939 From 1937 
1,1 


12/31/ 

N.Y.S.E. 1,485 £397 7 
Bldg. Co. 353 348 320 
Be & 325 296 312 
Quot. Co. 139 120 g2 
39 Broad 20 Ig 20 
Safe Dep. 11 11 9 

Totals 2,330 2,11! 1,927 


Decrease Decrease The trend 


1,008 166 477 





of 


291 29 62 

262 50 66 

84 8 55 

20 oO oO 

oO 9 II 
1,665 262 671 persistently declined. 


retrenchment of 


Retrenchment Trend 


the 


Stock Exchange and afhliates may be 
aptly illustrated. In the last three years, 
1938 to 1940, inclusive, costs have been 
reduced at an annual average rate of 
approximately $539,000 as the volume 


of business transacted on the Exchange 






D BALANCE SHEETS 


~HANGE . NEW YORK STOCK EXCHANGE BUILDING COMPANY 


IMPANY . STOCK CLEARING CORPORATION 
IMPANY . 39 BROAD STREET CORPORATION 


LIABILITIES 


1939 

11.40 Accounts Payable 

53.98 Accrued Payroll, Taxes, ete. . 
85.92 

25.39 j 

07.50 

16.58 

(00.77 y 


Deposits in Special Funds (Contra) : 
00.00 Stock Clearing Corp. Clearing Fund 


66.90 Stock Clearing Corp. Mark to Market Deposits, ete. 


82.5] Proceeds of Sales of Memberships . 


49.41 


Unearned Income . 
25.00 
; Capital Investment of the Exchange 
152.20 
14.33 
74.03 
29.94 
70.50 
70.91 
99.59 


74.77 


In Liquidation 


Dec. 31, 1940 
$ 255,198.30 
___ 87,271.98 
$ 342,470.28 


$10,767,500.00 
17,560.86 
229, 008.2 22 


sul, 01 4, 069. 08 








$ 6,460.72 


$25,186,093.63 


$36,549,093.71 


mainly upon cost. The cost of obtaining pre mises, under long lease, demolition 
ation of costs between land and buildings is that made to meet the account- 
does not represent realizable value, which is believed to be substantially less. 


LANGE: 


exchange and its subsidiary companies for the year 1940. We have found the 
orted by evidence, and in our opinion the statement of income and expenses, 
ge and balance sheet, are in accordance with the books and fairly set forth the 
liaries during the year and their financial position at the close thereof. 

Joun | Cote, Son & Co., By Viorr Myers Core, Certified Public Accountant 


Dec. 31, 1939 
$ 291,132.47 
_—___98.352.55 


$ 389,485.02 


$11,267,500.00 
297,866.90 
187,182.51 
si 92,949, 4] 





$ 22,426.53 


$25,921,413.81 


$38,085,874.77 








As compared with 1933, the year 


le j when the Exchange first made its oper- 
Ne ating results public in detail, gross in- 
S, ’ come in 1940 was 31.9 per cent lower, 
n while total expenses, after depreciation, 
of fell 20.9 per cent in that period. The 
ie trend is indicated by the chart on page 10. 
re Real Estate Holdings 


As has been the case in other recent 









Corporation to 


years, the Exchange’s inability in 1940 
to balance its budget arose largely out 
of its excess holdings of real estate. Hap- 
pily, a partial mitigation of this situation 
is now expected through an agreement to 
sell the property of the 39 Broad Street 
The Public 
Bank and Trust Company of New York 


for a cash consideration of $400,000, 


The loss of $79,920 resulting from li 
quidation of the Exchange Court Cor 
poration, former owners of the building 
located at 52 Broadway, is attributable to 

real estate transaction dating back 
1920. The Building Company was the 
owner of 1,110 shares of stock in the Ex 
change Court Corporation. Because ac- 
tion to dissolve that Corporation was 
taken in 1939, a reserve for the expected 
loss was provided in that year by the 
New York Stock Exchange Building 
Company, which reserve, amounting to 


$78,530, was returned to surplus in 1940. 


The Building Company 

The Exchange, as a tenant of the 
Building Company, is the largest source 
of revenue of that affiliate. The Building 
Company's greatest cash expense is in 
taxes and these are primarily on real 
estate, a statement which is applicable 
also to the accounts of the 39 Broad 
Street Corporation. 

In 1940 the total expenses ol the 
Building Company amounted to $1,939, 
608.23, of which $493,207.79 was depre- 
ciation and amortization of deferred 
expenses. The remaining $1,446,400.44 
may be divided as follows: 

Reduction 

1940 1939 in Expense 

Taxes $591,544 $594,411 $ 2,867 
Salaries 


& Wages 488,590 516,734 28,144 

All 

Others 306,266 407 7480 41,214 
$1,446,400 $1,518,625 $72,225 


As a result of valuations placed by the 
city on real estate controlled by the Ex 


change, the tax burden is extremely 
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high. Legal proceedings for review have 
been instituted as a result of which it 
is hoped that a revision downward will 
be obtained dating back to the begin- 


ning of the city’s fiscal year, July 1, 1940. 


The 1941 Budget 

In preparing the budget figures for 
iy4t, the staff of the Exchange and 
afhliated companies have taken into 
account a predicted decrease in cash in 
come. With that in mind, savings in 
cash expense ot $447,000 are contem 
plated. To make these savings possible, 
the E xchange has reduced some of the 
service to its members, but it has con- 
tinued to maintain all the essential faci- 
lities with which the members serve the 
public. 

The sale of the building at 41 Broad 
Street would eliminate most of an ex- 
pected cash loss of $62,000 which the 
Exchange would have faced this year. 
While the price to be received for this 
property is far less than the value at 
which it was carried on the balance sheet, 
the cash resources of the Treasury will 
no longer be drained by the $62,000 dit- 
ference between the cost of maintaining 
that building and the revenue received 
for rentals there. 

Also included in the report here sub- 
mitted is a statement of condition of the 
Gratuity Fund as of December 31, 1940, 
with comparative figures for 1939, to- 


gether with a condensed statement of 


ANALYSIS OF CHANGES IN CAPITAL INVESTMENT 


OF THE NEW YORK STOCK EXCHANGE 
AND AFFILIATED COMPANIES 
DURING THE YEAR 1940 


BALANCE AT JANUARY I, 1940 . a we. & tee $25,921,413.81 
DEDUCT: 
Loss for the year. . ~ « Seenaeeai 
Charge-off of undepreciate -d hianies of ‘eal te 
machinery and equipment... : 69,907.21 
Valuation reserve to bring securities to wii ‘tor 
estimated value; Net. 2. 0. 0. 0. ww 150.00 1,051,405.58 
$24.87 0,008.23 
ADD: 
Initiation fees. . .  . $232,000.00 
Adjustment of reserve Sie decked accounts... 266.76 
Refund on 1938 Federal Income Tax, plus interest 788.64 


Valuation reserves restored to Surplus: 
New York Stock Exchange Building Co. re liqui- 





dation Exchange Court Corporation stock . . 78,530.00 
New York Stock Exchange Safe Deposit Co., in 
Liquidation, re sale of securities © 2... 4,500.00 316,085.40 
BALANCE AT DECEMBER 31, 1940 > te eee ee “$25,186,093.63 
REPRESENTED BY: 
Net Current and Prepaid Items. . . . 2. . ww. OSs 2,872,560.90 
Net Fixed Assets... . &. 4 me Rak Se OS GS 22,292,407.73 
Bonds Deposited under F ranchise. . . oo ue a S 21,125.00 


$25,186,093.63 











operations of the Fund for 1g4o. Both — evitability of increased taxation and the 
the consolidated statements of the Ex- — present capital gains tax, political uncer- 
change and athliated companies and the tainty in many countries, and domestic 
statement of the Gratuity Fund are ac- regulation which discourages risk capi- 
companied by the certificate of Messrs. tal. When events justify changes for the 
John I Cole, Son & Co., Certified Public — better, the New York Stock Exchange 
Accountants. which, alone among world exchanges is 
While the Exchange's results for last — still functioning freely, should speedily 
year leave much to be desired, they pro- _ benefit. 
vide a basis for constructive thought Appreciation 
rather than foreboding. Business is at It is gratifying that, in spite of the 
low ebb on the Stock Exchange for rea- continued shrinkage in volume of busi- 
sons which are thoroughly well known ness and the necessity of further re- 


-war and fear of its expansion, the in- trenchment, the quality of the Ex- 


STOCK EXCHANGE INCOME, EXPENSES AND TRADING VOLUME change’s service remains unimpaired. As 


$8.0 - 
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: | TOTAL INCOME 





usual, members, member firms and their 
employees have been zealous in their 
service to the public and in discharging 
their public responsibility. 

I wish to take this occasion to thank 
the Board of Governors, the members 
and their associates, the executive staff 


and the employees of the Exchange and 


ny ww vu Oo NS t.) 
Shares Traded (100 Millions) 


ty 


1937 1938 1939 1940 


its afhliates for their continued coopera- 
tion in its administration. 
Sincerely yours, 
Wititam McC. Martin, JR. 


President 
MB REPORTED VOLUME 


1 "} : 2 ° “a 
* TOTAL EXPENSE go TRADING February 24, 1941 























“ ORE, 


information and advice!” — This 


faster and better market 
was the largest single response given by 
brokerage customers when they were 
asked in the Roper survey for sugges- 
tions as to how the service which they 
receive from brokers might be improved. 
Of the many opinions elicited with re- 
spect to a wide range of brokerage topics, 
this has been one of the most helpful as 
a measure upon which individual firms 
could take prompt and constructive ac- 
tion. 

The demand evidently was for further 
improvement of a service already appre- 
ciated and was not intended as a criti- 
cism of existing facilities, for in another 
section of the same survey these cus- 
tomers rated statistical analyses and 
market letters as the most valued services 
provided by brokers. Market letters also 
were the most widely used; they were 
received by 61.3 per cent of all persons 
queried in the survey. 


Through the public’s continuous re- 








appraisal of security values on the Ex- 
change’s auction market, members of the 
Exchange are provided with an oppor- 
tunity rare in other types of business - 
the opportunity, perhaps even the obli- 
gation, to make contact with customers 
frequently and keep them informed of 
price trends. 

Are brokers making judicious use of 
this natural business advantage ? 

The market letter reveals to a degree 
the sponsoring firm’s spirit in offering 
information and opinion. Not a few 
Stock Exchange houses go in rather 
heavily for economic discussion of the 
forces which shape industry and affect 
the prices of securities. Others employ 
current events in business, finance and 
politics as a background for their indi- 
vidual deductions about stock market 
developments. Stull others endeavor to 
interpret daily news items in terms of 
market opportunities. 


Exempted from this review are the 


yublications of brokerage firms in which 
I : 








news facts are summarized, leaving the 
reader to form his own judgment from 
them. Bulletins of this nature stand out 
side the precise field of market letters. 
The market letter’s intent is to transmit 
ideas, opinions and suggestions, which, 
at the least, give the reader something to 
ponder. 

Which form, under today’s conditions, 
most nearly satisfies the desire of cus 
tomers for “more and better informa 
tion”? First of all, customers don’t mean 
by this statement that they want to be 
“high-pressured.” Elmo Roper reports in 
his survey that customers of members of 
the New York Stock Exchange esteem 
the more restrained forms of advice-gis 
ing, while “high-pressure” advice is dis 
liked. 

Much has occurred in the stock market 
in the past several years to make it in 
creasingly difhcult to prepare a worth- 
while trading letter —a letter making 
specific stock recommendations for the 


short term. Enactment of the Securities 


Tl 





and Exchange Act left the brokerage 
industry in a quandary as to what it 
could, or could not, say. Rather than ex- 
periment, many firms recast their letters 
along general lines. 

The sphere of the trading letter has 
since been clarified, but the trend toward 
letters of general discussion has con- 
tinued. 

For one thing, the restrictions on trad- 
ing have acted to narrow the trading 
letter’s field. Also, the unpredictable 
periods experienced in recent years and 
the inconsistent response of the market 
have given the trading letter writer a 
harder row to hoe. On some occasions 
the market has appeared sensitive to the 
slightest bit of news; but more often 
it has remained static even in the face of 
events which would seem to have mar- 


ket significance. 


Lack of a Trend 

As one writer recently put it, “There is 
little purpose in talking about the trend 
in ‘the market’ with the average price of 
65 stocks off 25 cents Tuesday, up 25 
cents Wednesday, up 1 cent Thursday, 
and up 6 cents Friday. There isn’t any 
trend. So far as I am concerned, this is 
neither a bull market nor a bear market 
in the general list; but there are trends, 
and probable future trends, in individual 
The 


ought to talk about individual stocks — 


issues. market letter, therefore, 
and occasionally individual groups of 
stocks.” 

Apparently outmoded is the old-style 
letter, which frequently was able to 
apply the same prediction universally to 
all listed stocks. In a market which gives 
signs of becoming more selective almost 
daily, many statisticians are interested 
almost exclusively in seeking special situ- 
ations. 

If the trading letter is to serve a useful 
purpose today, it must, obviously, be 
more expertly prepared than formerly. 
A review of letters of this nature issued 
by member firms of the New York Stock 


Exchange reveals that this is the case. 
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SPEAKING TRIP TO NORTHERN 
NEW YORK STATE 





ONTINUING the program inaug- 

urated last December on the Pacific 
Coast, Walter W. Stokes, Jr., member of 
the New York Stock Exchange, visited 
four cities of Northern New York early 
this month, speaking at meetings of 
partners and employees of Exchange 
member firms. Mr. Stokes discussed the 
work of specialists on the floor. 

His purpose was to encourage an ac- 
tive confidence in procedure on the floor 
through a precise explanation of the 
methods which maintain there. 

The first meeting was held in Syra- 
cuse, at the University Club, on Febru- 
ary 5. The audience represented the 
offices of Abbott, Proctor & Paine, J. S. 
Bache & Co., Foster & Adams, Carl M. 


Loeb, Rhoades & Co., Tucker, Anthony 
& Co. and Whitehouse, Hudson & Co. 
In Rochester, next, Mr. Stokes met with 
some 35 representatives of member firms 
of the city in the office of George D. B. 
Bonbright & Co. 

At the Buffalo meeting, where repre- 
sentatives of ten member firms met in 
the office of Abbott, Proctor & Paine, 
Mr. Stokes spoke and replied to ques- 
tions for two hours. On February 10 
the final meeting was held in Albany, 
at the office of Merrill Lynch, E. A. 
Pierce & Cassatt. 

All told the speaker discussed floor 
problems with fully 130 persons who 
conduct the public’s business in listed 


securities in the four cities. 





The modern market letter employs im- 
proved techniques of research, expanded 
statistical facilities, direct supervision by 
partners and registered employees, em- 
phasis on facts, and, generally, a more 
intelligent, professional approach. 

It is argued, in connection with letters 
of general economic discussion, that if 
people want this kind of material they 
will read Walter Lippmann, Westbrook 
Pegler, John T. Flynn, Merryle Rukeyser, 
or B.C. Forbes, to mention a few promi- 
nent newspaper columnists. 

But it is doubted that the stock market 
occupies a place so prominent in the pub- 
lic consciousness that readers will auto- 
matically relate this economic and busi- 
ness News to securities prices. 

Market letters which cast the Stock 
Exchange in its proper role among the 
nation’s economic forces of trade and in- 
dustry serve a needed educational pur- 
pose, in addition to providing effective 
firm advertising. Customer response also 
is said to have indicated that in many 
cases these letters lose none of their in- 


fluence merely by being less specific as 


regards opportunities in the stock market. 
These are the two schools of thought, 
with some firms straddling them either 
by combining both into one letter, or by 
issuing separate letters. The size and 
other characteristics of the clientele to 
be served naturally govern the choice. 
In recent conversations several mem- 
ber firms have revealed measures which 
they are taking to improve their market 
letters further. Greater elasticity of sub- 
ject matter is being sought in order to 
insure discussion of topics uppermost in 
customers’ minds. A forward-looking et- 
fort to humanize the securities business 
is evident, with the trend toward sim- 
pler, popularized presentations. Details 
of format, typography, and letter-head 
design also are receiving more attention. 
As to “more, faster and better informa- 
tion” at this time, the major obstacle 
which member firms face was perhaps 
best summarized by the brokerage ex- 
ecutive who wrote in his firm’s letter, 
“The only man equipped at this time, 
figuratively speaking, to write an intelli- 
gent market letter is Adolf Hitler.” 
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Many ideas arrive at THe ExcHance 
ofhce between editions, by letter and per- 
sonal delivery, and some bring the editors 
up with a round turn, so to speak. For ex- 
ample, there was the suggestion offered by 
a Connecticut subscriber, who protested 
when the question of lengthened Stock 
Exchange trading hours arose, that the cart 
had been put before the horse. 

“What is needed,” he wrote, “is not 
more but fewer trading hours. Concen- 
trated trading. Nothing stirs business up 
like activity and a_ fast-moving § ticker. 
Knock off a couple of hours and trading 
would boil. Make the market kind of ex- 
clusive and you'd have buyers climbing 
over one another's shoulders to get their 
stocks.” 


» « 


And every little while a mathematician 
propounds a problem to wrinkle our brows, 
such as the following from Reading, Pa., 
where at least one reader of the magazine 
studies it meticulously. “Your article about 
Stock Exchange firm offices in the issue 
now before me,” he indited, “certainly 
started a train of thought. It appears that 
there are some 1,400 office-inlets for brok- 
erage business. So, assume that 400,000 
shares are sold in a day on the Exchange, 
or 800,000 shares both bought and sold, 
‘round trip, which divided by 1,400 gives 
572 shares as the average business done by 
each office. If three transactions per office 
amount to 100 shares each, which is not im- 
possible, what would be the average num- 
ber of the trades accounting for the remain- 
ing 272 shares?” 

An addendum was attached to the effect 
that “once this average is digested, it be- 
comes as clear as glass what the cause of 


slow business is.” 


We couldn't see that the calculation 
would either draw any conclusion or solve 
any problem, any more than did this poser, 
transmitted by telephone: “I ask you, why 
should people have borrowed call money at 
10 per cent in 1929 to buy stocks yielding 


Ly 
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1 per cent, while they refuse now to borrow 
at I per cent to buy stocks yielding up to 10 
per cent? Seems to me you have work for 
a psychiatrist downtown.” 


» « 


Perhaps, but our province has more to do 
with plain tacts than market psychology, 
and we prefer to collide with explosive 
ideas such as the one that came in with an 
up-State visitor who called for the purpose 
of selling us something, which was torgot- 
ten after the argument began. “The Stock 
Exchange lacks vision and initiative,” he 
opened up on us. “If you people’d only see 
the light and let the radio get business for 
you! What I mean, buy a couple of min- 
utes on the air. At 9:45 o'clock every morn- 
ing, see? Just name a stock that looked like 
it should sell for more money. A five or ten 
million audience, see what I mean? Give 
‘em an objective. Every day!” 

When we remarked that the Stock Ex 
change was a different kind of institution 
from what he had in mind, if any, to say 
nothing about propriety, he went away 
muttering that our trouble was a bankrupt 
imagination, or some other hopeless defi 
ciency. 


» « 


Naturally, we were depressed by this 
more or less unprovoked assault, but only 
momentarily. A go-getter atmosphere ar- 
rives whenever an advertising agency man 
drops in at the office, inciting one to take a 
fresh grip on the editorial grind; and the 
opportune visitor zoomed our tallen spirits. 
“A good-looking job,” he volunteered, 
holding a copy of THe Excuance betore 
our composite face. “Dignitied. Modern. 
Readable, I should think. You ought to try 





for a big audience. Advertise it! How about 
letting my agency take it on?” 
We had to voice regrets. Just the same, 
we were cheerful all the rest of the day. 
» « 


And on the heels of that whole-hearted 

proposal came an urgent request from an 
Ohio citizen who had received, we sur 
mised, an inspirational introduction to the 
numbers racket, an elusive sort of lottery 
based upon the Stock Exchange’s daily total 
of sales, as it is printed publicly. He asked 
for nothing more than that we take steps 
to substitute certain digits for others in the 
total on a specified Monday. “The figures 
I am enclosing,” he wrote, “would capture 
the grand prize in a guessing contest | 
know about. 
“Let me assure you, my dear sirs,” he 
paragraphed, underscored, “that my. inter 
est is entirely charitable. The $10,000 re 
ward, if it should come my way, would be 
added to the endowment of a home for in 
digent persons which I have long desired 
to help but never have enjoyed the means 
for so doing.” 

When, withholding skeptical reference 
to the correspondent’s intentions, and sup 
pressing indignation as to his view of our 
bona fides, we replied in measured but 
pointed terms, this philanthropist respond 
ed that he would have to revise his opinion 
of the Stock Exchange as an instrument for 
good. Which left matters about where they 
were before. 


» « 


Until a starry-eyed seer with a new meth 
od of charting stock price swings arrived 
amid a thunderstorm of indexes, graphs. 
asterisks, footnotes and logarithmic tables. 
After a half-hour of resistance points, buy 
ing and selling areas, neutral zones, broken 
pencil leads and general contusion, we said, 
no, we didn't see how we could print an 
intelligible description ot something which 
we couldn't make head or tail of, and be 
sides—. A slammed outside door indicated 
that another poor impression of us had been 
taken away from the office. 


We wish we could please everybody. 








Stock Yields Highest in Eight Years 


(continued from page 2) 


In size of payments, the largest 


amounts were the $ 329,970, 300 disbursed 


by 31 public utilities; the $243,977,637 


by 56 chemical concerns; $235,732,133 by 
0 automobile and accessory manutac- 
turers; and $190,730,351 by 32 petroleum 
companies. 

These 155 companies accounted for 


nearly 50 per cent of the total dividend 


1940 DIVIDEND YIELDS OF LISTED COMMON STOCKS 
ASSEMBLED BY INDUSTRIAL GROUPS 


NUMBER OF 


payments made by all 577 companies. 
The sharpest gains in dividends were 
made by the following groups: the steel, 
iron and coke industry, in which pay- 
ments rose from $24,550,705 in 1939 to 
$75,725,228 last year; shipbuilding and 
operating, which went from $1,605,152 
to $3,975,875; the aviation industry, from 


$14,984,013 to $28,574,866; and paper 


and publishing, from $7,168,955 to 


$1 3,625,723. 

Dividends were higher in 1940 in 24 
of the 29 industrial groups. 

Looking at their long-range perform- 
ance, common stocks listed on the New 
York Stock Exchange have yielded an 
average of 4.9 per cent throughout the 
years 1930 to 1940, inclusive. And cash 
dividends paid out in this period aggre- 
gate $19,650,000,000 — more than one- 
half the current market value of all 
listed common shares. 





NUMBER 


COMMON THAT PAID ESTIMATED 


STOCKS — CASH DIVI- rOTAL AMOUNT OF 
INDUSTRY IN GROUP DENDS DIVIDENDS PAID 

Amusement 14 8 $s 12,382,651 
Automobile 60 30 7 ST A 
Aviation 16 10 28,571,866 
Building = eg ee 26 8 24,654,113 
Business & Office Equipment 9 7) 13,925,500 
Chemieal 67 56 213,977,637 
Electric Equipment 16 Pe 75,486,229 
Farm Machinery 6 5 19,612,276 
Financial 28 24 397,618,591 
Food 56 38 121,744,170 
Garment ; 5 | 2,602,799 
Land & Realty ) Za 327,939 
Leather ae 1] 6 $.897,675 
Machinery & Metal i2 oe 78,509,711 
Mining . ay ae 30 24 101,926,206 
Paper & Publishing 26 19 13,625.72: 
Petroleum 37 32 190,730,351 
Railroad ? ol 10 144.387,.037 
Retail Merchandising . 67 8 129,447,928 
Rubber & Tire ; 7 5 6,981,793 
Shipbuilding & Operating . 9 6 3,975,875 
Shipping Services | | 300,000 
Steel, Iron & Coke . 38 27 75,725,228 
Textile . 22 14 10,542,151 
Tobacco ee 19 17 78,360,210 
All Public Utilities . a a ; 329,970,300 
U.S. Companies Operating Abroad . 25 13 32,410,073 
Foreign Companies 14 10 31,539,092 
Miscellaneous 8 5 1,981,531 

Totals . 829 x77 $2,098,952,388 


AVERAGE TOTAL 
MARKET VALUE 
OF SHARES 


ESTIMATED 
1940 YIELDS 


S  157.889,063 7.8% 

3,238,543,002 on 
594,600,977 1.8 
147,169,695 5.5 
270,136,361 bs Bp 
5.378.968.1412 1.4 
1.456.316.294 win 
394,654,093 5.0 
768,415,991 7.5 
2.287,354,493 §.3 
32,673,579 8.0 
11,711,289 2.8 
150,843,220 3.9 
1.310.612.907 6.0 
1,359,499,205 ta 
241,887,641 5.6 
3.623.625.812 Ee 
2,373,499,915 6.1 
2,161,237,485 6.0 
157,662,872 1.4 


93,985,331 7A 


5,246,072 Ls Fe | 
1,542,945.372 1.9 
182.636,959 5.8 
1,341,530,438 5.8 
5,690,208,990 59.8 
177,979,633 6.8 
677, 132,501 7.6 
75,127,908 6.6 


$36,664,095,250 2.7% 
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THE STANDARD OIL COMPANY OF OHIO 





JOINS TRADING LIST... 





Common Stock, $25 par value, TICKER SYMBOL SOH 





J JHN D. ROCKEFELLER'’S origin 
al oil company became represented 
on the Stock Exchange list on January 
27 when the common stock of The 
Standard Oil Company (Ohio) was ad- 
mitted to trading. The company still 
retains the original charter granted in 
1S70 to John D. Rockefeller, Henry M. 
Flagler, Samuel Andrews, Stephen V. 
Harkness and William Rockefeller. 

In 1911 when the old Standard Oil 
Company was split up into thirty-four 
separate units, the Ohio company was 
left without any producing properties or 
pipe lines. It had only one refinery, and 
its capacity was not sufficient to meet 
the company’s market requirements 
even at that time. 

Today Standard Oil (Ohio) has three 
refineries, which are located at Cleve- 
land, Toledo and Lima, Ohio. A’ sub- 
sidiary, Latonia Refining Corporation, 
has a refinery at Latonia, Kentucky. 
Crude oil is secured through subsidiary 
companies, which make purchases in the 
oil felds of Illinois, Indiana, Michigan, 


Kentucky and Ohio. The petroleum is 


transported to the company’s refineries 
by pipe lines, several of which are oper- 
ated by these subsidiaries. 

Among the company’s products are 
such well-known brands of gasoline as 
“Sohio X-7o0," “Sohio Supreme” and 
“Red Crown.” These are marketed prin- 
cipally in Ohio, where the densely popu- 
lated industrial and agricultural areas 
provide a highly concentrated market 
both for gasoline and its heavier by- 
products. It is estimated that the com- 
pany and its subsidiaries distribute about 
one-fourth of all the gasoline used in 
Ohio. 


Distribution of Outlets 


Trademarked products are distributed 
through approximately 170 bulk distrib- 
uting plants and 5,031 retail outlets. In 
addition, Standard of Ohio sells gasoline 
to its subsidiary, Fleet-Wing Corpora- 
tion, which markets it through whole- 
sale jobbers under the Fleet-Wing brand 
names. Sales by Fleet-Wing Corporation 
amounted, in the nine months ended 


September 30, to 18 per cent of the total 


A Hortonspheroid, used for storing liquified gas. 
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Vacuum pipe stills, with electrical desalters in the 
foreground, at Standard Oil's Cleveland refinery. 


gasoline sales of Standard of Ohio and 
its subsidiaries. 

Standard of Ohio maintains a number 
of its service stations on a salaried basis 
instead of leasing them to individual 
operators. This direct) operation has 
made it possible, the company says, to 
develop advanced methods of merchan 
dising and to utilize this experience in 
raising the standards of sales perform 
ance throughout the entire group of re 
tail outlets. 

The company’s marketing department 
has devoted increasing attention in re 
cent vears to the building of modern 
“Servicenters.” Since the beginning of 
1935, it has built or rebuilt facilities ot 
this type at almost: 300 locauons. 

The combined capacity of the com 
pany’s four refineries is 60,500. barrels 


dailv. In 1939 a total of 18.145.122 barrels 





were processed; for the first nine months 
of 1940 the figure was 16,088,242. The 
volume of the company’s gasoline sales 
has increased by about 44 per cent with- 
in the past five years. 

Recent improvements to the com- 
pany’s properties include a modern com- 
bination unit embodying crude oil dis- 
tillation and thermal cracking, which 
was installed at the Toledo refinery in 
1936. Then in 1g3g9 the company con- 
structed a catalytic polymerization plant 
at this location for the production of 
ingredients used in high-octane motor 


fuel. Plants of the same type are now 


under construction at the other refineries. 

Another recent addition at Toledo is 
a modern re-run unit capable of hand- 
ling 68,000 barrels a month of special 
naphthas, kerosene, furnace oils and 
lubricating oils. 

In general, the company has moved 
in recent years toward the integration 
of its operations. It acquired most of its 
pipe line properties fairly recently, and 
in combination with a subsidiary com- 
pany steps have been taken to develop 
producing properties which furnish at 
least some portion of its refinery  re- 


quirements. 


Net sales and operating revenues and 
net profits reported by the company for 
the five years, 1935 through 1939, have 


been as follows: 


Net Sales 
and Oper. Rev. Net Profit 
1935 $44,380, 3 17 $2,690,647 
1936 51,441,049 4,194,314 
1937 57,864,398 3,362,960 
1938 55,306,628 1,964,605 
1939 65,115,144 5,602,499 


For the nine months ended September 
30, net sales and operating revenues 
were $54,155,430, net profit $4,325,576. 





MONTHLY STATISTICS—NEW YORK 


1941 
MONTH END DATA JANUARY 
l. Shares Listed ( Mil.) 1,455 
2. Share Issues Listed 2... (No.) 1,228 
3. Par Value of Bonds Listed (Mil. §) 54,139 
1. Bond Issues Listed eae (No.) 1,292 
>. Total Stock and or Bond Issuers (No.) 1,285 
6. Market Value of Listed Shares (Mil. $) 40,280 
7. Market Value of Listed Bonds : (Mil. §) 50,374 
8 Market Value of All Listed Securities . oo. +e oe = 9 ee 90,654 
9, Flat Average Priee—All Share Issues . 2 2... 2... 8) 38.70 
10. Shares: Market Value—Shares Listed 2. 2. 2. 2. 2. 0... OCS) 27.68 
ll. Bonds: Market Value—Par Value ($) 93.05 
12. Stock Price Index (12 31° 24-100) . (%) 55.0 
3. Shares in Short Interest (Thou.) 198 
14. Member Borrowings. . .. ae ae ee (Mil. §) 113 
Per Cent of Market Value of Listed Shares (%) 1.03 
Ib. N.Y. S. E. Member.” Branch Offices . ‘ (No.) 967 
16. Total Non-Member Correspondent Offices (No.) 3,368 
DATA FOR FULL MONTH 
17. Reported Share Volume — (Thou.) 13,313 
Daily Average (Inel. Saturdays) (Thou.) 512 
Daily Average (Exel. Saturdays) . (Thou. ) 550 
Ratio to Listed Shares. 2. 2. 2... (%) 0.91 
18. Total Share Volume (Inel. Odd Lots) . (Thou. ) 
19. Money Value of Total Share Sales . (Thou. $) 
20. Reported Bond Volume (Par Value ) (Thou. $) 230,987 
Daily Average (Incl. Saturdays) (Thou. $) 8,884 
Daily Average (Exel. Saturdays) .. (Thou. §) 9,624 
Ratio to Par Value of Listed Bonds . (%) 427 
21. Total Bond Volume (Par Value) . (Thou. $) 
22. Money Value of Total Bond Sales . (Thou. $) 
23. N.Y.S. E. Memberships Transferred . (No.) 9 
Average Price . ? (S$) 33,200 
24. Stock Clearing Corporation: 
Value of All Contracts . : (Mil. $) 1,595 
Average Price of Settled Shares . (S$) 23.3 


Notes: 


Source of the data is N.Y.S.E. Items 13, 14, 18, 19, 21, 22 and 24 are as of ledgers which normally reflect transactions 
up to the close of the second full preceeding business day. Item 24: Value of all contracts is based on Day and Night 
Branches combined: average price of settled shares is based on share balances settled through the Day Branch. *For 
description of new series, see Member Borrowings Release of February 3, 1941. 


STOCK EXCHANGE 
1940 1940 
DECEMBER NOVEMBER JANUARY 
1,455 1457 1,441 
1,230 1,234 1,236 
54,169 34,237 53,988 
1,295 1.307 1,391 
1,284 1,288 1,301 
$1,891 $1,848 15,636 
50,831 50,756 19,679 
92,722 92.604 95,315 
39.40 39.07 39.98 
28.80 28.72 31.68 
93.84 93.58 92.02 
Disa 57.0 63.0 
159 515 155 
978 996 1,053 
3,386 3,403 3,867 
18,397 20,887 15,991 
736 908 615 
776 1014 665 
1.26 1.44 1.11 
23,091 29,040 24,141 
596,796 763.481 652,915 
211,237 159,006 144,917 
8,449 6,913 3,074 
9,027 7,104 6,027 
390 .293 .268 
221,475 164,080 166,112 
103.243 95,500 101,179 
10 5 4 
33,857 41,000 60,000 
1,859 1,840 2,165 
21.8 23.5 24.0 
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Cincinnati 

Served by office j of ten Neu 

I. the arsenal of democracy has a focal point, it may York Stock Exchange firm: 
fairly be said that it is in Ohio, midway in the six- J. S. BACHE & CO. 

State industrial bele—New York, New Jersey, Pennsyl- s05 Etnies Teemaal Bice 


vania, Ohio, Michigan and IIlinois—which manufactures BEN] AMIN D. 
BARTLETT & CO. 


313 Vine Street 


DOMINICK & DOMINICK 


more than one-half of all the goods produced in the 
United States. 


Ohio's second largest city, Cincinnati, typifies the 114 Walnut St 
wide range of industries in that State. For national de- W. D. GRADISON & CO. 
fense, Cincinnati factories are working at top speed on {08 Dixie Terminal Bldg 
machine tools, truck-tractors, trailers, cabinets, laundry GRANBERRY & CO. 


equipment and field range parts, as well as a host of FAO Ua Tt a. Sie 


other implements. HILL .& CO. 


2020 Carew Tower 

W. E. HUTTON & CO. 
First National Bank Bldg 

WW. L. LYONS & CO: 


The output of Cincinnati's manufacturing plants is 
a sizable factor also in the mounting exports of industrial 
machinery, which have reached an all-time high in recent 


months. 





115 East 4th St. 
Cincinnati's other industries—several of which have THOMSON & McKINNON 
securities listed on the New York Stock Exchange—are 102 Dixie Terminal Bldg 
spread over such lines as soap, men’s clothing, printing WESTHEIMER & CO. 
and publishing, radios, refrigerators and meat packing. 324 Walnut St 





WHEN YOU WANT TO BUY OR SELL SECURITIES, LOOK FOR THE TITLE 
“MEMBERS NEW YORK STOCK EXCHANGE” 





The hammer falls. a price has been established under a method 
and efficient that the auction 1s deeply 


pean ynplace 
iced 


so) con 
rooted in \merican folkways: Buyer and seller are conveniel 


tion. 


in open compet 


equally ++: 
Fair prices result from the meeting of many ideas about values. 


Only in respect to the scope of competition does the market for 
securities On the New ¥ ork Stock Exchange differ essentially from 
an ordinary auction. The same principles apply: the same price 
freedom maintains. although participation is national instead of 
local. and all ranks of buyers and sellers may register their price 


opinions. \t auction ! 











